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I s  a  b e a u t i f u l  s y s t e m  d y i n g ?  
A  p o s s i b l e  S m i t h i a n  t a k e  o n  t h e  fi n a n c i a l  c r i s i s  
M a r i a  P i a  P a g a n e ll i  
A d a m  S m i t h  i s  o f t e n  c o n s i d e r e d  t h e  f a t h e r  o f  c a p i t a l i s m  o r  a  p a s s i o n a t e  
p r o m o t e r  o f  f r e e  m a r k e t s .  T h e  i n v i s i b l e  h a n d  o f  s e l f - i n t e r e s t  g e n e r a t e s  p r o s ­
p e r i t y  e v e r y w h e r e  i t  i s  l e f t  t o  w o r k  w i t h o u t  i n t e r f e r e n c e .  B u t  t h e n  w e  h a v e  
2 0 0 8 .  T h e  f i n a n c i a l  s y s t e m  o f  t h e  U n i t e d  S t a t e s  s e e m s  t o  b r e a k  d o w n .  A l l  
m a j o r  E u r o p e a n  e c o n o m i e s  s t r u g g l e  t o  r e m a i n  a b o v e  w a t e r .  I c e l a n d ,  p r a i s e d  
f o r  i t s  e m b r a c e  o f  f r e e  m a r k e t s  i n  t h e  l a s t  f e w  d e c a d e s ,  g o e s  d o w n .  A l a n  
G r e e n s p a n  i s  c i t e d  o v e r  a n d  o v e r  a g a i n  s a y i n g  t h a t  m a r k e t s  h a v e  f a i l e d ,  a n d  
n o b o d y  k n o w s  w h y .  A d a m  S m i t h  i s  w r o n g !  
B u t  i s  A d a m  S m i t h  w r o n g ?  O r  i s  t h e  c a r i c a t u r e  o f  S m i t h  w r o n g ?  
I n  t h i s  p a p e r  I  s h o w  t h a t  A d a m  S m i t h  i s  i n d e e d  r i g h t ,  e v e n  i f  h i s  c a r i c a tu r e  
is  n o t .  T h e  r e a d i n g  o f  S m i t h  t h a t  I  p r e s e n t  h e r e  d o e s  n o t  m a k e  h i m  s e e m  a n  
o p t i m i s t i c  d e s c r i b e r  o f  a  p r o v i d e n t i a l  o r d e r  m o v e d  b y  a n  a l w a y s - s u c c e s s f u l  
i n v i s i b l e  h a n d .  R a t h e r ,  I  w i l l  p r e s e n t  s o m e  o f  t h e  m o r e  p e s s i m i s t i c  a n a l y s e s  o f  
S m i t h ,  w h i c h ,  u n f o r t u n a t e l y ,  s e e m  t o  b e  m o s t  a p p r o p r i a t e  t o  d e s c r i b e  a rt d  
a n a l y z e  o u r  c u r r e n t  a ff a i r s .  T h i s  r e a d i n g  o f  S m i t h  m a y  p r o v i d e  a n  e x p l a n a t i o n  
f o r  t h e  e v e n t s  t h a t  s t a r t e d  i n  t h e  f a l l  o f  2 0 0 8 .  I  f e a r  t h a t  t h e  p e s s i m i s m  t h a t  
o n e  c a n  r e a d  i n  c e r t a i n  p a r t s  o f  S m i t h  m a y  a p p l y  t o  t o d a y ' s  s i t u a t i o n .  
T o  s h o w  h o w  w e  c a n  l o o k  a t  t h e  f i n a n c i a l  c r i s i s  o f  t o d a y  w i t h  S m i t h i a n  
t o o l s ,  I  w i l l  f o c u s  o n l y  o n  a  f e w  r e l e v a n t  s t y l i z e d  f a c t s ,  w i t h o u t  a n y  p r e t e n c e  
o f  c o m p l e t e n e s s .  H o m e o w n e r s  a n d  o t h e r  b o r r o w e r s  t o o k  o n  l o a n s  t o o  b i g  t o  
b e  r e p a i d .  A c c o u n t i n g  f r a u d s  g e n e r a t e d  l a r g e  p r o f i t s  f o r  s o m e  a t  t h e  e x p e n s e  
o f  
m a n y .  M a n y  b a n k s  a n d  i n s t i t u t i o n s  g r e w  t o o  b i g  t o  f a i l .  A n d  t h e  a t t e m p t s  
t o  m i t i g a t e  t h e  b r e a k d o w n  o f  t h e  s y s t e m  g e n e r a t e d  a  l a r g e  a m o u n t  o f  p u b l i c  
fu n d s  a v a i l a b l e  f o r  g r a b b i n g .  S m i t h ,  i n  h i s  o w n  t i m e ,  d e s c r i b e d  t h i s  c o m b i n a ­
t i o n  o f  f a c t o r s  w h i c h  t o d a y  h a v e  w e a k e n e d  t h e  c o m m e r c i a l  s y s t e m  t o  a  w o r ­
r y i n g  d e g r e e .  
T h e  ' b e a u t i f u l  s y s t e m  o f  n a t u r a l  l i b e r t y '  t h a t  S m i t h  d e s c r i b e s  i s  a  s y s t e m  
t h a t  m a y  b e  a c h i e v e d  o n l y  u n d e r  r a r e  c i r c u m s t a n c e s .  S m i t h  r e c o g n i z e s  s y s ­
t e m a t i c  b i a s e s  i n  h u m a n  b e h a v i o u r s ,  r a n g i n g  f r o m  o v e r e s t i m a t i o n  o f  p r o b ­
a b i l i t y  
o f  s u c c e s s  t o  a l m o s t  b l i n d  a d m i r a t i o n  f o r  t h e  r i c h .  H e  r e c o g n i z e s  t h e  
d a n g e r s  o f  c o n c e n t r a t e d  i n t e r e s t s .  H e  r e c o g n i z e s  t h e  f u n d a m e n t a l  r o l e  o f  j u s ­
t i c e  a n d  m o r a l i t y  i n  a  w e l l - f u n c t i o n i n g  s o c i e t y ,  s o  t h a t  l a w s  s h o u l d  s e r v e  t h e  
g e n e r a l  p o p u l a t i o n ,  n o t  t h e  i n t e r e s t  o f  a  f e w  a t  t h e  e x p e n s e  o f  t h e  m a n y .  
T h e  A d a m  S m i t h  R e v i e w ,  6 :  2 6 9 - 2 8 2  ©  T h e  I n t e rn a t i o n a l  A d a m  S m i t h  S o c i e ty  
I S S N  1 7 4 3 - 5 2 8 5 ,  I S B N  0- - 4 1 5 - 6 6 7 2 2 - 7  
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2 7 0  M a r i a  P i a  P a g a n e l l i  
S m i t h  m a k e s  a  f e w  p o l i c y  r e c o m m e n d a t i o n s ,  s u g g e s t i n g  t h a t  t h e  b e a u t i f u l  
s y s t e m  t h a t  r e s u l t s  f ro m  h u m a n  a c t i o n s  b u t  n o t  h u m a n  d e s i g n  w o u l d  b e  
t h r e a t e n e d  o t h e r w i s e .  D i s m i s s i n g  o r  f a i l i n g  t o  r e c o g n i z e  i t s  p o t e n t i a l  
w e a k n e s s e s  m a y  l e a d  t o  i t  c r u m b l i n g  i n t o  r u i n s .  
W i t h  t h i s  I  a m  n o t  c l a i m i n g  t h a t  S m i t h  d o e s  n o t  b e l i e v e  t h a t  a  n a t u r a l  
s y s t e m  o f  l i b e r t y  i s  n o t  p o s s i b l e  a t  a l l .  B u t  s i m p l y  t h a t  i t s  a c h i e v e m e n t  i s  n o t  t o  
b e  t a k e n  f o r  g r a n t e d .  S m i t h  d o e s  p r e s e n t  t h e  i d e a  o f  a  n a t u r a l  s y s t e m  o f  l i b e r t y  
w h i c h  d e v e l o p s  w i t h  a n d  a l l o w s  f o r  t h e  fu r t h e r  d e v e l o p m e n t  o f  e c o n o m i c  
g ro w t h .  T h i s  p o i n t  i s  w e l l  k n o w n  a n d  d o e s  n o t  n e e d  t o  b e  c h a l l e n g e d  o r  
d e v e l o p e d  f u r t h e r  h e r e .  I n  f a c t ,  t h e  s t r e n g t h  o f  S m i t h ' s  c l a i m  i s  n o t o r i o u s .  S m i t h  
n o t i c e s  t h a t  o u r  n a t u r e  i s  n o t  p e r f e c t .  P e r f e c t i o n  i s  n o t  t o  b e  e x p e c t e d  f o r  i n d i ­
v i d u a l s  a n d  f o r  i n s t i t u t i o n s .  O u r  b o d i e s  a r e  n o t  p e r f e c t ,  a n d  d o  n o t  n e e d  t o  b e  
p e r f e c t  f o r  u s  t o  l i v e  r e l a t i v e l y  w e l l .  S i m i l a r l y ,  o u r  i n s t i t u t i o n s  a r e  n o t  p e r f e c t  
a n d  d o  n o t  n e e d  t o  b e  p e r f e c t  t o  d i r e c t  u s  t o w a r d  t h e  n a t u r a l  s y s t e m  o f  l i b e r t y .  
W e  a r e  a b l e  t o  a c h i e v e  a n  e c o n o m i c  s y s t e m  t h a t  l e a d s  t o  p r c s p e r i t y  a n d  l i b e r t y  
e v e n  w i t h  o u r  i m p e r f e c t  m e a n s .  T h i s  p o i n t  h a s  r e c e n t l y  b e e n  m a d e  b y  T o n y  
A s p ro m o u r g o s  ( 2 0 0 9 :  2 4 5 ) ,  w h o  c l a i m s  t h a t  ' S m i t h  e x p r e s s e s  h e r e  a  c o n v i c t i o n  
t h a t  e v e n  u n d e r  s e c o n d - b e s t  ( o r  w o r s e )  c o n s t i t u t i o n s ,  r e g i m e s ,  a n d  p o l i c i e s ,  
" n a t u r e "  i s  s t i l l  i n  p l a y ,  w o r k i n g  a w a y  f o r  t h e  g o o d ' .  S m i t h  i n d e e d  t e l l s  u s  t h a t :  
S o m e  s p e c u l a t i v e  p h y s i c i a n s  s e e m  t o  h a v e  i m a g i n e d  t h a t  t h e  h e a l t h  o f  t h e  
h u m a n  b o d y  c o u l d  b e  p r e s e r v e d  o n l y  b y  a  c e r t a i n  p r e c i s e  r e g i m e n  o f  d i e t  
a n d  e x e r c i s e ,  o f  w h i c h  e v e r y ,  t h e  s m a l l e s t ,  v i o l a t i o n  n e c e s s a r i l y  o c c a s i o n e d  
s o m e  d e g r e e  o f  d i s e a s e  o r  d i s o r d e r  p r o p o r t i o n e d  t o  t h e  d e g r e e  o f  t h e  
v i o l a t i o n .  E x p e r i e n c e ,  h o w e v e r ,  w o u l d  s e e m  t o  s h o w  t h a t  t h e  h u m a n  b o d y  
f r e q u e n t l y  
p r e s e r v e s ,  t o  a l l  a p p e a r a n c e  a t  l e a s t ,  t h e  m o s t  p e r f e c t  s t a t e  o f  
h e a l t h  
u n d e r  a  v a s t  v a r i e t y  o f  d i ff e r e n t  r e g i m e n s ;  e v e n  u n d e r  s o m e  w h i c h  
a r e  
g e n e r a l l y  b e l i e v e d  t o  b e  v e r y  f a r  f r o m  b e i n g  p e r f e c t l y  w h o l e s o m e .  B u t  
t h e  
h e a l t h f u l  s t a t e  o f  t h e  h u m a n  b o d y ,  i t  w o u l d  s e e m ,  c o n t a i n s  i n  i t s e l f  
s o m e  u n k n o w n  p r i n c i p l e  o f  p r e s e r v a t i o n ,  c a p a b l e  e i t h e r  o f  p r e v e n t i n g  o r  
o f  
c o r r e c t i n g ,  i n  m a n y  r e s p e c t s ,  t h e  b a d  e ff e c t s  e v e n  o f  a  v e r y  f a u l t y  r e g i ­
m e n .  M r .  Q u e s n a i ,  w h o  w a s  h i m s e l f  a  p h y s i c i a n ,  a n d  a  v e r y  s p e c u l a t i v e  
p h y s i c i a n ,  s e e m s  t o  h a v e  e n t e r t a i n e d  
a  n o t i o n  o f  t h e  s a m e  k i n d  c o n c e rn ­
i n g  t h e  p o l i t i c a l  b o d y ,  a n d  t o  h a v e  i m a gi n e d  t h a t  i t  w o u l d  t h r i v e  a n d  
p r o s p e r  
o n l y  u n d e r  a  c e r t a i n  p r e c i s e  r e g i m e n ,  t h e  e x a c t  r e g i m e n  o f  p e r f e c t  
l i b e r t y  
a n d  p e r f e c t  j u s t i c e .  H e  s e e m s  n o t  t o  h a v e  c o n s i d e r e d  t h a t  i n  t h e  
p o l i t i c a l  b o d y ,  t h e  n a t u r a l  e ff o r t  w h i c h  e v e r y  m a n  i s  c o n t i n u a l l y  m a k i n g  
t o  
b e t t e r  h i s  o w n  c o n d i t i o n ,  i s  a  p r i n c i p l e  o f  p r e s e r v a t i o n  c a p a b l e  o f  p r e ­
v e n t i n g  
a n d  c o r r e c t i n g ,  i n  m a n y  r e s p e c t s ,  t h e  b a d  e ff e c t s  o f  a  p o l i t i c a l  
e c o n o m y ,  i n  s o m e  d e g r e e ,  b o t h  p a r t i a l  a n d  o p p r e s s i v e .  S u c h  a  p o l i t i c a l  
e c o n o m y ,  t h o u g h  i t  n o  d o u b t  r e t a r d s  m o r e  o r  l e s s ,  i s  n o t  a l w a y s  c a p a b l e  
o f  s t o p p i n g  a l t o g e t h e r  t h e  n a t u r a l  p r o g r e s s  o f  a  n a t i o n  t o w a r d s  w e a l t h  
a n d  
p r o s p e r i t y ,  a n d  s t i l l  l e s s  o f  m a k i n g  i t  g o  b a c k w a r d s .  I f  a  n a t i o n  c o u l d  
n o t  p ro s p e r  w i t h o u t  t h e  e n j o y m e n t  o f  p e r f e c t  l i b e r t y  a n d  p e r f e c t  j u s t i c e ,  
t h e r e  i s  n o t  i n  t h e  w o r l d  a  n a t i o n  w h i c h  c o u l d  e v e r  h a v e  p r o s p e r e d .  I n  t h e  
I s  a  b e a u t if u l  s y s t � m  d y i n g ?  
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p o l i t i c a l  b o d y ,  h o w e v e r ,  t h e  w i s d o m  o f  n a t u r e  h a s  f o r t u n a t e l y  m a d e  
a m p l e  p r o v i s i o n  f o r  r e m e d y i n g  m a n y  o f  t h e  b a d  e ff e c t s  o f  t h e  f o l l y  a n d  
i n j u s t i c e  o f  m a n ;  i n  t h e  s a m e  m a n n e r  a s  i t  h a s  d o n e  i n  t h e  n a t u r a l  b o d y ,  
f o r  r e m e d y i n g  t h o s e  o f  h i s  s l o t h  a n d  i n t e m p e r a n c e .  
(W N  I V . i x . 2 8 )  
T h e  p a r a l l e l s  b e t w e e n  o u r  n a t u r a l  b o d y  a n d  t h e  l i v i n g  b o d y  o f  s o c i e t y  a r e  
f r e q u e n t .  B u t  t h e y  a r e  n o t  a l w a y s  a s  u p b e a t .  O u r  b o d y  c a n  g e t  s i c k .  A n d  b a d  
p o l i c i e s  c a n  m a k e  a  s o c i a l  a n d  e c o n o m i c  b o d y  s i c k .  T h e y  c a n  e v e n  k i l l  i t .  
T h e  w h o l e  s y s t e m  o f  h e r  i n d u s t r y  a n d  c o m m e r c e  h a s  t h e r e b y  b e e n  r e n ­
d e r e d  l e s s  s e c u r e  [ b y  t h e  m o n o p o l y  o f  t h e  c o l o n y  t r a d e ] ;  t h e  w h o l e  s t a t e  
o f  h e r  b o d y  p o l i t i c k  l e s s  h e a l t h f u l ,  t h a n  i t  o t h e r w i s e  w o u l d  h a v e  b e e n .  I n  
h e r  p r e s e n t  c o n d i t i o n ,  G r e a t  B r i t a i n  r e s e m b l e s  o n e  o f  t h o s e  u n w h o l e s o m e  
b o d i e s  i n  w h i c h  s o m e  o f  t h e  v i t a l  p a r t s  a r e  o v e r g r o w n ,  a n d  w h i c h ,  u p o n  
t h a t  a c c o u n t ,  a r e  l i a b l e  t o  m a n y  d a n g e r o u s  d i s o r d e r s  s c a r c e  i n c i d e n t  t o  
t h o s e  i n  w h i c h  a l l  t h e  p a r t s  a r e  m o r e  p r o p e r l y  p r o p o r t i o n e d .  A  s m a l l  s t o p  
i n  t h a t  g r e a t  b l o o d - v e s s e l ,  w h i c h  h a s  b e e n  a r t i f i c i a l l y  s w e l l e d  
b e y o n d  i t s  
n a t u r a l  d i m e n s i o n s ,  a n d  t h r o u g h  w h i c h  a n  u nn a t u r a l  p r o p o r t i o n  o f  t h e  
i n d u s t r y  a n d  c o m m e r c e  o f  t h e  c o u n t r y  h a s  b e e n  f o r c e d  t o  c i r c u l a t e ,  i s  
v e r y  l i k e l y  t o  b r i n g  o n  t h e  m o s t  d a n g e r o u s  d i s o r d e r s  u p o n  t h e  w h o l e  b o d y  
p o l i t i c k .  T h e  e x p e c t a t i o n  o f  a  r u p t u r e  w i t h  t h e  c o l o n i e s ,  a c c o r d i n g l y ,  h a s  
s t r u c k  t h e  p e o p l e  o f  G r e a t  B r i t a i n  w i t h  m o r e  t e r r o r  t h a n  t h e y  e y e r  f e l t  f o r  
a  S p a n i s h  a r m a d a ,  o r  a  F r e n c h  i n v a s i o n  . . . .  T h e  b l o o d ,  o f  w h i c H  t h e  
c i r c u l a t i o n  i s  s t o p t  i n  s o m e  o f  t h e  s m a l l e r  v e s s e l s ,  e a s i l y  d i s g o r g e s  i t s e l f  
i n t o  t h e  g r e a t e r ,  w i t h o u t  o c c a s i o n i n g  a n y  d a n g e r o u s  d i s o r d e r ;  b u t ,  w h e n  i t  
i s  s t o p t  i n  a n y  o f  t h e  g r e a t e r  v e s s e l s ,  c o n v u l s i o n s ,  a p o p l e x y ,  o r  d e a t h ,  a r e  
t h e  i m m e d i a t e  a n d  u n a v o i d a b l e  c o n s e q u e n c e s .  
( WN  
I V . v i i . c . 4 3 )  
S m i t h  s e e m s ,  t h e r e f o r e ,  t o  b e  b o t h  o p t i m i s t i c  a n d  p e s s i m i s t i c  a b o u t  t h e  p o w e r  
o f  n a t u r e  t o  g e n e r a t e  a n d  s u s t a i n  a  h e a l t h y  n a t u r a l  s y s t e m  o f  l i b e r t y .  O n  t h e  
o n e  h a n d ,  n a t u r e  s e e m s  t o  b e  p o w e r f u l  e n o u g h  t o  a l l o w  u s  t o  a c h i e v e  i t ,  
h o w e v e r  
i m p e r f e c t l y .  O n  t h e  o t h e r  h a n d ,  t h e r e  i s  n o t h i n g  t h a t  c a n  g u a r a n t e e  
t h e  e m e r g e n c e  o r  s u s t a i n m e n t  o f  a n  e c o n o m i c  s y s t e m  t h a t  g e n e r a t e s  a n d  
m a i n t a i n s  p r o s p e r i t y  a n d  f r e e d o m .  H i s t o r y  i n d e e d  s e e m s  t o  s h o w  h o w  r a r e  
t h a t  e m e r g e n c e  i s  a n d  h o w  d i ffi c u l t  i t s  m a i n t e n a n c e  i s .  I t  m a y  n o t  b e  a n  
a c c i d e n t  t h a t  S m i t h  w a s  o v e r - p e s s i m i s t i c  r e g a r d i n g  t h e  p o s s i b i l i t y  o f  e l i m ­
i n a t i n g  r e s t r i c t i o n s  f r o m  t h e  i n l a n d  t r a d e  i n  B r i t a i n  a n d  a b o u t  t h e  v o l u n t a r y  
e m a n c i p a t i o n  o f  s l a v e r y .  I t  t u rn e d  o u t  t h a t  h e  w a s  w r o n g ,  b u t ,  n e v e r t h e l e s s ,  h e  
h a d  l i t t l e  r e a s o n  t o  b e  o t h e r w i s e .  
'  
T h e  t e n d e n c y  t o w a r d  t h e  d e v e l o p m e n t  o f  a n  o r d e r  o f  n a t u r a l  l i b e r t y ,  f o r  
S m i t h ,  i s  n o t  n e c e s s a r i l y  l i n e a r ,  o r  n e c e s s a r y  a t  a l l .  H u m a n  h i s t o r y  i s  c o n ­
v o l u t e d  a n d  i t s  p a t h  z i g z a g s .  T h e  n a t u r a l  s y s t e m  o f  l i b e r t y  i n t e r a c t s  w i t h  
a c c i d e n t s  o f  h i s t o r y ,  a s  w e l l  a s  a l l  o f  o u r  n a t u r a l  y e t  a t  t i m e s  d e s t r u c t i v e  
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h u m a n  p a s s i o n s .  P r a t a p  B h a n u  M e h t a  ( 2 0 0 6 :  2 5 5 )  m a y  b e  r i g h t  w h e n  h e  
s t a t e s  t h a t  
T h e  b u l k  o f  T h e  W e a l t h  o f  N a t i o n s  i s  d e v o t e d  t o  t h e  t h o u g h t  t h a t  f o r  
m u c h  o f  t h e i r  h i s t o r y  h u m a n  b e i n g s  h a v e  n o t  a c t e d  o n  t h e i r  i n t e r e s t s ;  a t  
l e a s t ,  t h e y  h a v e  s e t  u p  s y s t e m s  o f  r e g u l a t i o n  a n d  r e s t r a i n t s  s u c h  t h a t  o n l y  
t h e  i n t e r e s t s  o f  a  f e w  w e r e  s e r v e d .  M o s t  i m p o r t a n t  .  .  .  t h e  i n t e r e s t s  o f  
h u m a n s  a r e  i n  c o n fl i c t .  F o r  S m i t h ,  t h e r e  i s  i n  a  s e n s e ,  n o t h i n g  n a t u r a l  
a b o u t  t h e  ' s y s t e m  o f  n a t u r a l  l i b e r t y ' .  If  m a n k i n d  h a d  b y  d e g r e e s ,  
u n e v e n l y  a n d  u n c e r t a i n l y ,  e m e r g e d  f r o m  t u t e l a g e ,  i t  w a s  l e s s  o f  a  t e s t a ­
m e n t  t o  t h e  p o w e r  o f  i n t e r e s t  t h a n  t o  u n a n t i c i p a t e d  c o n s e q u e n c e s  o f  
a c t i o n s  o r  t o  f o r t u i t o u s  c o m b i n a t i o n s  o f  i n te r e s t s .  
S m i t h  i n d e e d  p o i n t s  o u t  t h a t  t h e  s y s t e m  o f  n a t u r a l  l i b e r t y  i n  a  s e n s e  i s  n o t  
t h a t  n a t u r a l .  T h a t  i s ,  t h a t  w h a t  i s  n a t u r a l  i s  n o t  t h e  n o r m .  F o r  e x a m p l e ,  i n  t h e  
i n t r o d u c t o r y  c h a p t e r  o f  B o o k  I I I  o f  t h e  W e a l t h  o f  N a t i o n s ,  t i t l e d  ' O f  t h e  
N a t u r a l  P r o g r e s s  o f  O p u l e n c e ' ,  S m i t h  e x p l a i n s  t h e  ' n a t u r a l  o r d e r  o f  t h i n g s '  
t h a t  b r i n g s  t h e  p r o g r e s s  o f  o p u l e n c e  t o  d i ff e r e n t  c o u n t r i e s .  ' T h e  c u l t i v a t i o n  
a n d  i m p r o v e m e n t  o f  t h e  c o u n t r y ,  t h e r e f o r e  w h i c h  a ff o r d s  s u b s i s t e n c e ,  m u s t  
n e c e s s a r i l y ,  b e  p r i o r  t o  t h e  i n c r e a s e  o f  t h e  t o w n s ,  w h i c h  f urni s h e s  o n l y  t h e  
m e a n s  o f  c o n v e n i e n c y  a n d  l u x u r y '  (WN  I I I . i . 2 ) :  e x a c t l y  t h e  o p p o s i t e  o f  w h a t  
h e  i l l u s t r a t e s  i n  c h a p t e r  4 ,  ' H o w  t h e  C o m m e r c e  o f  t h e  T o w n s  C o n t r i b u t e d  t o  
t h e  I m p r o v e m e n t  i n  t h e  C o u n t r y ' .  In  f a c t ,  t h r e e  o f  t h e  f o u r  c h a p t e r s  o f  B o o k  
I I I  t e l l  t h e  s t o r y  o f  h o w  t h e  n a t u r a l  o r d e r  o f  th i n g s  w a s  i n v e r t e d !  S m i t h  
e x p l i c i t l y  w a rn s  h i s  r e a d e r s  o f  t h i s  i n v e r s i o n  o f  t h e  n a t u r a l  c o u r s e  o f  t h i n g s  a t  
t h e  e n d  o f  t h e  fi r s t  c h a p t e r :  ' B u t  t h o u g h  t h i s  n a t u r a l  o r d e r  o f  t h i n g s  m u s t  h a v e  
t a k e n  p l a c e  i n  s o m e  d e g r e e  i n  e v e r y  s o c i e t y ,  i t  h a s ,  i n  a l l  m o d e m  s t a t e s  o f  
E u r o p e ,  b e e n ,  i n  m a n y  r e s p e c t s ,  e n t i r e l y  i n v e r t e d '  (WN  I I I . i . 9 ) .  
J o s e p h  C r o p s e y  ( 2 0 0 1  [ 1 9 5 7 ] :  7 3 )  d e s c r i b e s  t h i s  i d e a  i n  t h e  f o l l o w i n g  w a y :  
t h e r e  i s  n o t h i n g  i n  t h e  n a t u r e  o f  t hin g s  w h i c h  w i l l  o r  m i g h t  ' i n e v i t a b l y '  
l e a d  t o  t h e  c o m i n g  i n t o  b e i n g  o f  t h e  n a t u r a l  o r  t h e  m o s t  e x p e d i e n t  s o c i a l  
a r r a n g e m e n t ,  i n d e e d  s i n c e  h i s t o r y  i s  n o t  t h e  r a t i o n a l  e x p r e s s i o n  o f  n a tu r e  
b u t  i n  p r i n c i p l e  m a y  c o nfl i c t  w i t h  n a t u r e ,  t h e r e  a r i s e s  t h e  n e e d  f o r  a  
s t a t e m e n t  o f  t h e  s t r i c t l y  n a t u r a l ,  w h i c h  o f  c o u r s e  is  t h e  s u b s t a n c e  o f  t h e  
W e a l t h  o f  N a t i o n s ,  a  b o o k  t h a t  d e l i v e r s  t h e  t r u t h  a b o u t  n a t u r e .  
I t  i s  p o s s i b l e  t h e r e f o r e  t o  r e a d  c u r r e n t  e v e n t s  a s  b e i n g  i n  c o n fl i c t  w i t h  a n d  
t h r e a t e n i n g  t h e  d e v e l o p m e n t  o f  t h e  n a t u r a l  s y s t e m  o f  l i b e r t y  t h a t  S m i t h  
d e s c r i b e s .  
T h e  p a p e r  d e v e l o p s  a s  f o l l o w .  I n  t h e  n e x t  s e c t i o n  I  p r e s e n t  t h e  p ro b l e m  i n  
t h e  l o a n  m a r k e t s  g e n e r a t e d  b y  w h a t  S m i t h  w o u l d  h a v e  d e s c r i b e d  a s  o u r  s y s ­
t e m a t i c  o v e r e s t i m a t i o n  o f  t h e  p r o b a b i l i t y  o f  s u c c e s s .  T h e  a n a l y s i s  o f  t h e  
m o t i v a t i o n s  t h a t  l e a d  us  t o  b i g  c o m m e r c i a l  f r a u d s  f o l l o w s .  T h e  t h i r d  s e c t i o n  
d e s c r i b e s  h o w  S m i t h  e n v i s i o n s  a  s t a b l e  d e c e n t r a l i z e d  b an k i n g  s y s t e m ,  a  v i s i o n  
i s  a  b e a u t if u l  s y s t e m  a y m g !  
L  I  J  
t h a t  i s  a b s e n t  t o d a y .  T h e  f o u r t h  s e c t i o n  d e s c r i b e s  t h e  m a j o r  t h r e a t  f o r  
S m i t h 's  t i m e  a n d  o u r s ,  t h e  p o w e r  o f  l o b b i e s .  A  s e c t i o n  o n  t h e  ·  s o l u t i o n s  
t h a t  S m i t h  p r o p o s e s ,  w h i c h  u n f o r t u n a t e l y  a r e  w e a k ,  i s  f o l l o w e d  b y  s o m e  
c o n c l u s i o n s .  
O v e r e s tim a t i o n  o f  t h e  p r o b a b ili t y  o f  s u c c e s s  
T o d a y ' s  fi n a n c i a l  c r i s i s  i s  o ft e n  a t t r i b u t e d  t o  e x c e s s  l e n d i n g .  A d a m  S m i t h ,  t o o ,  
w o r r i e d  a b o u t  p r o b l e m s  i n  l e n d i n g  m a r k e t s .  F o r  S m i t h ,  a  p r o p e r l y  f u n c t i o n i n g  
l e n d i n g  m a r k e t  h a s  t o  t a k e  i n t o  a c c o u n t  s o m e  c h a r a c t e r i s t i c s  o f  h u m a n  
b e h a v i o u r .  S m i t h  w o r r i e d  t h a t  i f  l e n d i n g  p r a c t i c e s  a r e  b a s e d  o n  a n  a s s u m p t i o n  
o f  h u m a n  b e h a v i o u r  t h a t  i s  d i ff e r e n t  f r o m  a c t u a l  b e h a v i o u r ,  l e n d i n g  m a r k e t s  
w i l l  
n o t  f u n c t i o n  p r o p e r l y  a n d  w i l l  t h e r e f o r e  c a u s e  a  m i s a l l o c a t i o n  a n d / o r  
d e s t r u c t i o n  o f  r e s o u r c e s  r a t h e r  a n  i n c r e a s e  i n  t h e m .  T h e  p r o b l e m  d e s c r i b e d  b y  
S m i t h  i s  u n f o r t u n a t e l y ,  i n  p a r t ,  w h a t  w e  e x p e r i e n c e  t o d a y .  
F o r  A d a m  S m i t h ,  h u m a n  b e i n g s  a r e  s y s t e m a t i c a l l y  b i a s e d .  I n  p a r t i c u l a r ,  
a n y  m a n  i n  r e a s o n a b l e  h e a l t h  w o u l d  o v e r e s t i m a t e  h i s  p r o b a b i l i t y  o f  s u c c e s s.  I t  
i s  ' t h e  p r e s u m p t u o u s  h o p e  o f  s u c c e s s  [ t h a t ]  s e e m s  t o  a c t  h e r e  a s  u p o n  a l l  o t h e r  
o c c a s i o n s '  ( WN  I . x . b . 3 3 )  t h a t  c a u s e s  m i s c a l c u l a t i o n  o f  t h e  p r o b a b i l i t y  o f  s u c ­
c e s s .  A  m a n  t h i n k s  o t h e r s  m a y  f a i l ,  b u t  n o t  h i m .  H e  w i l l  t h e r e f o r e  o v e r ­
e s t i m a t e  t h e  p r o b a b i l i t y  o f  h i s  s u c c e s s  a n d  u n d e r e s t i m a t e  t h e  p r o b a b i l i t y  o f  h i s  
f a i l u r e .  
T h e  o v e r - w e e n i n g  c o n c e i t  w h i c h  t h e  g r e a t e r  p a r t  o f  m e n ,  h a v e  o f  t h e i r  
o w n  
a b i l i t i e s ,  i s  a n  a n c i e n t  e v i l  r e m a r k e d  b y  t h e  p h i l o s o p h e r s  a n d  m o r ­
a l i s t s  o f  a l l  a g e s .  T h e i r  a b s u r d  p r e s u m p t i o n  i n  t h e i r  o w n  g o o d  f o r t u n e ,  h a s  
b e e n  l e s s  t a k e n  n o t i c e  o f .  I t  i s ,  h o w e v e r ,  i f  p o s s i b l e ,  s t i l l  m o r e  u n i v e r s a l .  
T h e r e  i s  n o  m a n  l i v i n g  w h o ,  w h e n  i n  t o l e r a b l e  h e a l t h  a n d  s p i r i t s ,  h a s  n o t  
s o m e  s h a r e  o f  i t .  T h e  c h a n c e  o f  g a i n  i s  b y  e v e r y  m a n  m o r e  o r  l e s s  o v e r ­
v a l u e d ,  a n d  t h e  c h a n c e  o f  l o s s  i s  b y  m o s t  m e n  u n d e r - v a l u e d ,  a n d  b y  
s c a r c e  a n y  m a n ,  w h o  i s  i n  t o l e r a b l e  h e a l t h  a n d  s p i r i t s ,  v a l u e d  m o r e  t h a n  i t  
i s  w o r t h .  
(WN  l . x . b . 2 6 )  
T h i s  i m p l i e s  t h a t  a n y  p r o j e c t  t h a t  h a s  a  p r o b a b i l i ty  o f  f a i l u r e  t h a t  i s  m o r e  t h a n  
z e r o  w o u l d  b e  i n c o r r e c t l y  s e e n  a s  a  p o t e n t i a l  s u c c e s s  i n  t h e  e y e s  o f  i t s  p r o ­
p o s e r .  S m i t h  e x p l a i n s  t h e  ' i r r a t i o n a l '  d e c i s i o n  o f  g o i n g  i n t o  c e r t a i n  h i g h - r i s k  
p r o f e s s i o n s  i n  t e r m s  o f  t h i s  s y s t e m a t i c  o v e r e s t i m a t i o n  o f  s u c c e s s .  F o r  e x a m p l e ,  
p e o p l e  w h o  d e c i d e  t o  g e t  i n t o  s m u g g l i n g  a r e  a t t r a c t e d  b y  t h e  h i g h  r a t e  o f  
p r o f i t s  o f  t h e  s u c c e s s f u l  s m u g g l e r s  a n d  u n d e r e s t i m a t e  t h e  v e r y  h i g h  r a t e  o f  
f a i l u r e  o f  t h i s  p r o f e s s i o n .  T h e y  s e e m  t o  t h i n k  t h a t  t h e  h i g h  p r o b a b i l i t y  o f  
f a i l u r e  a p p l i e s  t o  o t h e r s ,  n o t  t o  t h e m s e l v e s  (WN  l . x . b . 3 3 ) .  S i m i l a r l y ,  g a m b l e r s  
p e r s i s t  i n  t h e i r  f a i l u r e s  b e c a u s e  t h e y  s y s t e m a t i c a l l y  o v e r e s ti m a t e  t h e i r  g o o d  
l u c k .  L o t t e r i e s  a r e ,  f o r  S m i t h ,  a  b a s i c a l l y  s u r e  f o r m  o f  r e v e n u e  f o r  t h e  s t a t e  
(WN  l . x . b . 2 7 )  e x a c t l y  b e c a u s e  o f  t h i s  r e a s o n .  M a r k e t s  w h e r e  r i s k  i s  i n v o l v e d ,  
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s u c h  a s  t h e  l e n d i n g  m a r k e t ,  a r e  m a r k e t s  t h a t  h a v e  t o  d e a l  w i t h  t h i s  s y s t e m a t i c  
p e r c e p t i o n  b i a s  ( B e n t h a m  1 9 5 2  [ 1 7 8 7 ] ) .  
I  d o  n o t  think  i t  i s  a c c i d e n t a l  t h a t  S m i t h  p r o p o s e s  r e g u l a t i o n  i n  t h e  l e n d i n g  
m a r k e t  ( P a g a n e l l i  2 0 0 3 ) .  I f  a  b o r r o w e r  s y s t e m a t i c a l l y  o v e r e s t i m a t e s  h i s  p r o b ­
a b i l i t y  
o f  s u c c e s s  a n d  h e  i s  w r o n g l y  c o n v i n c e d  h e  w i l l  b e  a b l e  t o  r e p a y  h i s  
d e b t ,  
t h e  l e n d i n g  m a r k e t  m a y  h a v e  a  p r o b l e m :  t o o  m a n y  l o a n s  t h a t  w i l l  n o t  b e  
r e p a i d  m a y  b e  g i v e n  o u t .  T h i s  i s  p a r t i c u l a r l y  t r u e  w h e n  t h e  l e n d e r  i s  l e n d i n g  
o u t  s o m e o n e  e l s e ' s  m o n e y .  A n d  i f  w e  a d d  a  p o t e n t i a l  r e w a r d  f o r  e a c h  l o a n  
g i v e n  o u t ,  a n d  a  l a c k  o f  p u n i s h m e n t  i n  c a s e  o f  f a i l u r e  t o  g e t  t h e  l o a n  r e p a i d ,  
t h e  
p r o b l e m  o f  m o r a l  h a z a r d  n o t  o n l y  e m e r g e s  b u t  l a c k s  a n y  o b v i o u s  r e m e d y .  
F o r  A d a m  S m i t h ,  a n  e c o n o m i c  s y s t e m  t h a t  d i s r e g a r d s ,  o r  e v e n  w o r s e  p r o ­
m o t e s ,  t h e  s y s t e m a t i c  p e r c e p t i o n  b i a s  o f  o u r  p r o b a b i l i t y  o f  s u c c e s s  i s  a  s y s t e m  
t h a t  c a n  n e i t h e r  p r o s p e r  n o r  l a s t .  
O v e r w e i g h t  o n  w e al t h  
T h e  s e c o n d  p r o b l e m  w e  h e a r  b l a m e d  f o r  t o d a y ' s  c r i s i s  s e e m s  t o  b e  f i n a n c i a l  
f r a u d .  P o n z i  s c h e m e s ,  i n s i d e r  t r a d i n g ,  c r e a t i v e  a c c o u n t i n g ,  o r  q u e s t i o n a b l e  
p r a c t i c e s  a r e  s o  o ft e n  i n  t h e  n e w s  t h a t  i t  s e e m s  t h a t  t h e  s u c c e s s  o f  m a r k e t s  i s  
j u s t  a n  i l l u s i o n .  S m i t h ,  a g a i n ,  w a rn s  u s  a g a i n s t  f r a u d u l e n t  p r a c t i c e s  b e c a u s e  
t h e y  m a y  u n d e r m i n e  t h e  s y s t e m  o f  n a t u r a l  l i b e r t y  o f  w h i c h  h e  i s  s o  f o n d .  
S m i t h  b e l i e v e s  t h a t  m a n k i n d  i s  d r i v e n ,  a m o n g  o t h e r  t h i n g s ,  b y  t h e  d e s i r e  t o  
r e c e i v e  t h e  a p p ro b a t i o n  o f  o t h e r s .  W e  r e c e i v e  a p p r o b a t i o n  i n  t w o  w a y s :  b y  
b e h a v i n g  m o r a l l y  a n d  b y  p a r a d i n g  w e a l t h .  W e a l t h  g l i t t e r s  w h i l e  v i r t u e  i s  
m o d e s t .  T h a t  i s  t o  s a y  t h a t  w e a l t h  i s  e a s i l y  r e c o gn i z a b l e ,  w h i l e  v i r t u e  i s  n o t .  
An  i n c r e a s e  i n  w e a l t h ,  l i k e  a n  i n c r e a s e  i n  v i r t u e ,  g e n e r a t e s  a p p r o b a t i o n .  A  
d e c r e a s e  
i n  w e a l t h ,  l i k e  a  d e c r e a s e  i n  v i r t u e ,  g e n e r a t e s  d i s a p p r o b a t i o n .  B u t  
b e c a u s e  w e  c a n  e a s i l y  s e e  t h e  w e a l t h ,  a n d  w e  c a n  r e c o g n i z e  v i r t u e s  o n l y  w i t h  
d i ffi c u l t y ,  a  l a r g e  i n c r e a s e  i n  w e a l t h  w o u l d  g e n e r a t e  m o r e  a p p r o b a t i o n  th a n  
t h e  a p p r o b a t i o n  l o s t  d u e  t o  t h e  i m m o r a l  m e a n s  u s e d  t o  g e n e r a t e  t h a t  w e a l t h  
( P a g a n e l l i  2 0 0 9 ) .  S m i t h  i n d e e d  t e l l s  u s :  
W e  f r e q u e n t l y  s e e  t h e  r e s p e c t fu l  a t t e n t i o n s  o f  t h e  w o r l d  m o r e  s t r o n g l y  
d i r e c t e d  t o w a r d s  t h e  r i c h  a n d  t h e  gr e a t ,  t h a n  t o w a r d s  t h e  w i s e  a n d  v i r ­
t u o u s .  W e  s e e  f r e q u e n t l y  t h e  v i c e s  a n d  f o l l i e s  o f  t h e  p o w e r f u l  m u c h  l e s s  
d e s p i s e d  t h a n  t h e  p o v e r t y  a n d  w e a kn e s s  o f  t h e  i n n o c e n t  . . . .  T w o  d i ff e r e n t  
r o a d s  a r e  p r e s e n t e d  t o  u s ,  e q u a l l y  l e a d i n g  t o  t h e  a t t a i n m e n t  o f  t h i s  s o  
m u c h  d e s i r e d  o b j e c t  [ r e s p e c t  a n d  a d m i r a t i o n  o f  m a n k i n d ] ;  t h e  o n e ,  b y  t h e  
s t u d y  o f  w i s d o m  a n d  t h e  p r a c t i c e  o f  v i r t u e ;  t h e  o t h e r ,  b y  t h e  a c q u i s i t i o n  
o f  w e a l t h  a n d  g r e a t n e s s .  T w o  d i ff e r e n t  c h a r a c t e r s  a r e  p r e s e n t e d  t o  o u r  
e m u l a t i o n ;  t h e  o n e ,  o f  p r o u d  a m b i t i o n  a n d  o s t e n t a t i o u s  a v i d i t y ;  t h e  o t h e r ,  
o f  h u m b l e  m o d e s t y  a n d  e q u i t a b l e  j u s t i c e .  T w o  d i ff e r e n t  m o d e l s ,  t w o  d i f ­
f e r e n t  p i c t u r e s ,  a r e  h e l d  o u t  t o  u s ,  a c c o r d i n g  t o  w h i c h  w e  m a y  f a s h i o n  o u r  
o w n  c h a r a c t e r  a n d  b e h a v i o u r ;  t h e  o n e  m o r e  g a u d y  a n d  g l i t t e r i n g  i n  i t s  
c o l o u r i n g ;  t h e  o t h e r  m o r e  c o r r e c t  a n d  m o r e  e x q u i s i t e l y  b e a u t i f u l  i n  i t s  
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o u t l i n e :  t h e  o n e  f o r c i n g  i t s e l f  u p o n  t h e  n o t i c e  o f  e v e r y  w a n d e r i n g  e y e ;  t h e  
o t h e r ,  a t t r a c t i n g  t h e  a t t e n t i o n  o f  s c a r c e  a n y  b o d y  b u t  t h e  m o s t  s t u d i o u s  
a n d  
c a r e f u l  o b s e r v e r  . . . .  T h e  g r e a t  m o b  o f  m a n k i n d  a r e  t h e  a d m i r e r s  a n d  
w o r s h i p p e r s ,  a n d ,  w h a t  m a y  s e e m  m o r e  e x t r a o r d i n a r y ,  m o s t  f r e q u e n t l y  
t h e  d i s i n t e r e s t e d  a d m i r e r s  a n d  w o r s h i p p e r s ,  o f  w e a l t h  a n d  g r e a t n e s s .  
( T M S  I . i i i . 3 . 2 )  
ln  
P a r t  
V I  o f  T M S ,  S m i t h  r e p e a t s  t h e  s a m e  c l a i m :  t h e  g r e a t  m o b  o f  m a n k i n d  
m o r e  
f a s c i n a t e d  b y  t h e  g r e a t n e s s  o f  t h e  r i c h  t h a n  b y  t h e  w i s e  a n d  v i r t u o u s ,  
b e c a u s e  t h e  g l i t t e r  o f  w e a l t h  i s  m o r e  v i s i b l e  a n d  m o r e  e a s i l y  r e c o gn i z a b l e .  
[ O u r ]  f a s c i n a t i o n  o f  g r e a t n e s s  .  .  .  i s  s o  p o w e r f u l ,  t h a t  t h e  r i c h  a n d  t h e  
g r e a t  a r e  t o o  o f t e n  p r e f e r r e d  t o  t h e  w i s e  a n d  t h e  v i r t u o u s .  .  .  .  T h e  u n d i s ­
t i n g u i s h i n g  e y e  o f  t h e  g r e a t  m o b  o f  m a n k i n d  c a n  w e l l  e n o u g h  p e r c e i v e  
t h e  [ p l a i n  a n d  p a l p a b l e  d i ff e r e n c e  o f  b i r t h  a n d  f o r t u n e ] :  i t  i s  w i t h  d i ffi c u l t y  
t h a t  
t h e  n i c e  d i s c e rnm e n t  o f  t h e  w i s e  a n d  t h e  v i r t u o u s  c a n  s o m e t i m e s  
d i s t i n g u i s h  t h e  [ i n v i s i b l e  a n d  o ft e n  u n c e r t a i n  d i ff e r e n c e  o f  w i s d o m  a n d  
v i r t u e ] .  
( T M S  V I . i i . l . 2 0 )  
' t h e  s a m e  p r i n c i p l e '  t h a t  m a k e s  ' t h e  g r e a t  m o b  o f  m a n k i n d  . . .  l o o k  
. . .  
w i t h  a  w o n d e r i n g  . . .  a n d  f o o l i s h  a d m i r a t i o n '  a t  ' w e a l t h  a n d  g r e a t n e s s '  
u s  a d m i r e  t h e  s u c c e s s  o f  g r e a t  c o n q u e r o r s .  W e  d o  n o t  d i s t i n g u i s h  
' s u c h  s p l e n d i d  c h a r a c t e r s  a s  t h o s e  o f  a  C a e s e r  o r  a n  A l e x a n d e �  . . .  
t h a t  o f  t h e  m o s t  b r u t a l  a n d  s a v a g e  b a r b a r i a n s ,  o f  a n  A t t i l a ,  a  G e n g i s ,  o r  
T a m e r l a n e '  b e c a u s e  t h e y  a r e  a l l  s u c c e s s f u l  ( T M S  V I . i i i . 3 0 ) .  
S o  S m i t h  g i v e s  a  d e s c r i p t i o n  o f  t h e  i n c e n t i v e s  t o  c o m m i t  l a r g e  fi n a n c i a l  
:  
t h e  g a i n s  i n  a p p r o b a t i o n  f r o m  t h e  i n c r e a s e  i n  w e a l t h  a r e  m o r e  t h a n  
l o s s e s  
g e n e r a t e d  b y  t h e  d e c r e a s e  i n  v i r t u e .  In  T M S  I . i i i . 3 ,  a  c h a p t e r  t i t l e d  
t h e  
c o r r u p t i o n  o f  o u r  m o r a l  s e n t i m e n t s ,  w h i c h  i s  o c c a s i o n e d  b y  t h i s  d i s ­
t o  a d m i r e  t h e  r i c h  a n d  t h e  g r e a t ,  a n d  t o  d e s p i s e  o r  n e g l e c t  t h e  p e r ­
o f  
p o o r  a n d  m e a n  c o n d i t i o n ' ,  a n d  w r i t t e n  a f t e r  t h e  c o m p l e t i o n  o f  t h e  
o f  N a t i o n s ,  S m i t h  t e l l s  u s  t h a t  
T h e  
c a n d i d a t e s  f o r  f o r t u n e  t o o  f r e q u e n t l y  a b a n d o n  t h e  p a t h s  o f  v i r t u e s  . . .  
T h e y  o f t e n  e n d e a v o u r ,  t h e r e f o r e ,  n o t  o n l y  b y  f r a u d  a n d  f a l s e h o o d ,  t h e  
o r d i n a r y  a n d  v u l g a r  a r t s  o f  i n t r i g u e  a n d  c a b a l ;  b u t  s o m e t i m e s  b y  t h e  
p e r p e t r a t i o n  o f  t h e  m o s t  e n o r m o u s  c r i m e s ,  b y  m u r d e r  a n d  b y  a s s a s s i n a ­
t i o n ,  b y  r e b e l l i o n  a n d  c i v i l  w a r ,  t o  s u p p l a n t  a n d  d e s t r o y  t h o s e  w h o  
o p p o s e  o r  s t a n d  i n  t h e  w a y  o f  t h e i r  g r e a t n e s s .  
( T M S  I . i i i . 3 . 8 )  
W e  
h a v e  a  p l a u s i b l e  e x p l a n a t i o n  f o r  w h y  f i n a n c i a l  s c a n d a l s  a r e  i n  t h e  b i l ­
o f  d o l l a r s  r a t h e r  t h a n  j u s t  i n  t h e  h u n d r e d s .  S m i t h  s e e m s  t o  i n d i c a t e  t h a t  
k i n d  
o f  b e h a v i o u r  i s  m o r e  o b s e r v a b l e  w h e r e  t h e r e  a r e  l a r g e  ' p r o fi t '  
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o p p o r t u n i t i e s .  A  p o o r  s o c i e t y  d o e s  n o t  h a v e  t h e  o p p o r t u n i t y  t o  g e n e r a t e  a s  
m a n y  i n c i d e n t s  l i k e  t h e s e ,  s i m p l y  b e c a u s e  t h e r e  i s  n o t  m u c h  t o  p o s s e s s .  B u t  
w h e n  w e  h a v e  a  l a r g e  e c o n o m i c  e x p a n s i o n ,  p r o b a b l y  s t a r t i n g  f r o m  a  r e a l  
c h a n g e  s u c h  a s  t h e  I T  r e v o l u t i o n ,  w e  h a v e  l a r g e  o p p o r t u n i t i e s  f o r  m o n e t a r y  
g a i n .  E v e r y b o d y  i s  m a k i n g  m i l l i o n s .  W h y  a r e n ' t  y o u ?  
If  w e  t a k e  S m i t h ' s  a r gu m e n t  s e r i o u s l y ,  i s  o u r  e c o n o m i c  s i t u a t i o n  s u s t a i n ­
a b l e ?  A r e  l a w s  a n d  r e g u l a t i o n s  r e a l l y  e n o u g h  t o  c o n s t r a i n  o u r  i n n a t e  d e s i r e  t o  
r e c e i v e  t h e  a p p r o b a t i o n  o f  o t h e r s ,  e v e n  i f  t h a t  i m p l i e s  d o i n g  t h e  w r o n g  
t h i n g ?  A r e  s t r i c t e r  l a w s  r e a l l y  g o i n g  t o  p r e v e n t  a n o t h e r  M a d o ff  f r o m  a r i s i n g  if  
t h e  o p p o r t u n i t y  f o r  m a t e r i a l  g a i n s  i s  s o  l a r g e ?  O r  d o e s  o u r  w e a l t h y  s y s t e m  
c o n t a i n  t h e  s e e d s  o f  i t s  d e s t r u c t i o n ,  s i n c e  t r u s t  i n  o t h e r  i n d i v i d u a l s  a s  w e l l  a s  
i n  i n s t i t u t i o n s  a n d  i n  t h e  s y s t e m  i t s e l f  w i l l  e v e n t u a l l y  c r u m b l e ,  a s  m a n y  
a c c u s a t i o n s  w e  h e a r  t o d a y  s e e m  t o  i n d i c a t e ?  
O v e r c o n c e n t r a t i o n  o f  b a n k i n g  
A  t h i r d  f a c t o r  t h a t  s e e m s  t o  h a v e  c h a l l e n g e d  t h e  s t a b i l i t y  o f  t h e  s y s t e m  b e f o r e  
t h e  f a l l  o f  2 0 0 8  i s  t h e  p r e s e n c e  o f  b a n k s  a n d  fi n a n c i a l  i n s t i t u t i o n s  t h a t  a r e  t o o  
b i g  t o  f a i l .  W h e n  w e  r e a d  w h a t  S m i t h  c o n s i d e r s  a  s u c c e s s f u l  b a n k i n g  s y s t e m ,  
w e  r e a d  t h e  o p p o s i t e  o f  w h a t  w e  o b s e r v e  t o d a y.  F o r  S m i t h ,  a  s u c c e s s f u l  
b a n k i n g  a n d  f i n a n c i a l  s y s t e m  i s  a  s y s t e m  c o m p o s e d  o f  m a n y  s m a l l  b a n k s  
r a t h e r  t h a n  f e w  l a r g e  b a n k s .  S m i t h ' s  r a t i o n a l e  i s  t h e  f o l l o w i n g .  
B a n k s  m a y  b e  s h o r t - s i g h t e d  a n d  m a y  h a v e  t h e  t e n d e n c y  t o  o v e r - i s s u e  
c r e d i t  t o  t r y  t o  i n c r e a s e  t h e i r  p r o f i t s  ( W N  I I . i i . 4 3 ) .  S o  n o t  o n l y  a r e  c r e d i t o r s ,  
b e c a u s e  o f  t h e i r  o v e r e s t i m a t i o n  o f  t h e  p r o b a b i l i t y  o f  t h e i r  s u c c e s s ,  t e m p t e d  t o  
a s k  
f o r  o v e r - i s s u i n g  o f  c r e d i t ,  a s  w e  s a w  a b o v e ,  b u t  b a n k s  a r e  a l s o  t e m p t e d  t o  
o v e r - i s s u e  c r e d i t .  
I n  a d d i t i o n ,  S m i t h  t e l l s  u s  t h a t  c e r t a i n  c o m m e r c i a l  a c t i v i t i e s  m a y  h a v e  h i g h  
p r o fi t s .  W h e n  t h e y  d o ,  t h e y  a t t r a c t  m e r c h a n t s '  a t t e n t i o n .  M e r c h a n t s  a s k  f o r  
m o n e y  t o  p a r t i c i p a t e  i n  t h e s e  p r o f i t a b l e  t r a d e s .  B u t  a s  m o r e  a n d  m o r e  m e r ­
c h a n t s  e n t e r  t h e s e  m a r k e t s ,  p r o fi t s  a r e  e a t e n  a w a y  ( o v e r - t r a d i n g )  a n d  w i t h  
t h e m  t h e  r e s o u r c e s  t o  p a y  t h e  b a n k s  b a c k  ( o v e r - i s s u i n g ) .  W h e n  w i s e  b a n k s  
r e j e c t  a  c r e d i t  e x t e n s i o n ,  t r a d e r s  u s e  ' s h i f t  o f  d r a w i n g  a n d  r e d r a w i n g '  t o  r a i s e  
t h e  
m o n e y  u s e d  t o  o v e r - t r a d e  ( W N  I I . i i . 6 5 ) .  T h a t  i s  t o  s a y ,  ' o v e r - t r a d i n g  o f  
s o m e  b o l d  p r o j e c t o r s  . . .  w a s  t h e  o r i g i n a l  c a u s e  o f  . . .  e x c e s s i v e  c i r c u l a t i o n  o f  
p a p e r  m o n e y '  ( W N  I I . i i . 5 7 ) .  T h i s  s t o r y  i s  n o t  t h a t  d i ff e r e n t  f r o m  w h a t  w e  
h a v e  r e a d  i n  t h e  n e w s p a p e r s  i n  t h e  p a s t  f e w  y e a r s .  
O v e r - i s s u i n g  o f  c r e d i t  f o r  S m i t h  i s  d a n g e r o u s .  B a n k s  h a v e  t o  b e  r e a d y  t o  
f u l fi l  t h e i r  o b l i g a t i o n  a t  a l l  t i m e s .  B u t  i f  t h e y  o v e r - i s s u e ,  t h e y  m i g h t  n o t  b e  a s  
r e a d y .  A n d  if  t h e y  s i g n a l  h e s i t a t i o n  o r  d i ffi c u l t i e s ,  t h e y  m i g h t  g e n e r a t e  b a n k  
r u n s  
( W N  I I . i i . 4 8 ) .  F u r t h e r m o r e ,  i f  a  b a n k  t h a t  h a s  o v e r - i s s u e d  t r i e s  t o  f u l fi l  
i t s  p r o m i s e s ,  i t  f a c e s  a n  o u t f l o w  o f  f u n d s  l a r g e r  t h a n  i t s  i n f l o w .  T h e  a c q u i s i t i o n  
o f  r e s e r v e s  t o  f u l fil  i t s  d e m a n d  m i g h t  q u i c k l y  b e c o m e  v e r y  e x p e n s i v e .  I t  i s  
t h e r e f o r e  i n  t h e  b a n k ' s  i n t e r e s t  n o t  t o  o v e r - i s s u e ,  b e c a u s e ,  t o  k e e p  i t s  c o ff e r s  
r e a d y ,  i t  w o u l d  h a v e  t o  s p e n d  w h a t  i t  w o u l d  g a i n ,  if  n o t  m o r e ,  b y  o v e r - i s s u i n g .  
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A n d  t h e  b a n k ,  l o s i n g  p r o fi t s ,  w o u l d  d e c r e a s e  t h e  a m o u n t  o f  i s s u i n g  ( W N  I I .  
i i . 4 9 - 5 1 ) .  T h e  i m p l i c a t i o n  i s  t h a t  n e i t h e r  m e r c h a n t s  n o r  b a n k s  s h o u l d  
o v e r - i s s u e ,  a s  i t  m a y  b r i n g  a l l  i n t o  b a n k r u p t c y .  
B u t  t h i s  d o e s  n o t  p r e v e n t  b a n k s  f r o m  o v e r - i s s u i n g  ( W N  I I . i i . 4 1 - 8 7 ) .  O n e  
r e a s o n  f o r  o v e r - i s s u i n g ,  b e s i d e s  t h e  p r o b l e m s  j u s t  m e n t i o n e d ,  s a y s  S m i t h ,  i s  
t h e  b a n k ' s  i g n o r a n c e  - b a n k s  d o  n o t  a l w a y s  u n d e r s t a n d  w h a t  t h e y  a r e  d o i n g  
a n d  w h a t  i s  b e s t  f o r  t h e m  ( W N  I I . i i . 5 3 ) .  I n d e e d  S m i t h  t e l l s  u s  m o r e  t h a n  o n c e  
t h a t  ' e v e r y  p a r t i c u l a r  b a n k i n g  c o m p a n y  h a s  n o t  a l w a y s  u n d e r s t o o d  o r  a t t e n ­
d e d  t o  i t s  o w n  p a r t i c u l a r  i n t e r e s t ,  a n d  t h e  c i r c u l a t i o n  h a s  f r e q u e n t l y  b e e n  
o v e r s t o c k e d  w i t h  p a p e r - m o n e y '  ( W N  I I . i i . 5 6 ) .  
S m i t h  e x p l a i n s  t h a t  b a n k s  m a y  n o t  u n d e r s t a n d  w h a t  t h e y  a r e  d o i n g  b e c a u s e  
p r o j e c t o r s  f o o l  b a n k s  w h e n  t r a d e r s  d r a w  a n d  r e d r a w  u p o n  o n e  a n o t h e r .  I f  
t h e y  d o  i t  f r o m  t h e  s a m e  b a n k s ,  t h e  b a n k  m a y  r e a l i z e  w h a t  i s  g o i n g  o n .  B u t  
t r a d e r s  u s e  d i ff e r e n t  b a n k s ,  a n d  m i g h t  a d d  m o r e  p r o j e c t o r s  t o  t h e  c i r c l e .  D i s ­
t i n g u i s h i n g  b e t w e e n  a  ' r e a l  b i l l  o f  e x c h a n g e '  a n d  a  ' f i c t i t i o u s '  o n e  b e c o m e s  
m o r e  d i ffi c u l t .  A n d  w h e n  a  b a n k e r  r e a l i z e s  h e  i s  d i s c o u n t i n g  ' f i c t i t i o u s  b i l l s ' ,  i t  
i s  t o o  l a t e  ( W N  I I . i i . 7 2 ) .  A d d i t i o n a l l y ,  b a n k s ,  l i k e  e v e r y b o d y  e l s e ,  t e n d  t o  
o v e r e s t i m a t e  t h e i r  p r o b a b i l i t y  o f  s u c c e s s  a n d  u n d e r e s t i m a t e  t h e i r  p r o b a b i l i t y  
o f  
f a i l u r e .  T h e y  t e n d  t o  o v e r e s t i m a t e  t h e  i n f l o w  o f  m o n e y  a n d  u n d e r e s t i m a t e  
t h e i r  o u t f l o w  ( W N  I I . i i . 7 6 ) .  T h i s ,  a g a i n ,  i s  n o t  a  s t o r y  u n i q u e  t o  t h e  
e i g h t e e n t h  c e n t u r y  . . . .  
S m i t h  s e e m s  t o  m a i n t a i n  a n  o p t i m i s t i c  a t t i t u d e  a s  l o n g  a s  t h e r e  a r e  m a n y  
s m a ll  c o m p e t i n g  b a n k s ,  a s  c o m p e t i t i v e  m a r k e t s  a r e  g e n e r a l l y  g o o d  t e a c h e r s  
( C o w e n  a n d  K r o s zn e r  1 9 9 4 ;  W h i t e  1 9 9 5 ) .  M a n y  s m a l l  c o m p e t i n g  b a n k s  s h o u l d  
b e  a b l e  t o  c o n s t r a i n  t h e  t e n d e n c y  t o  o v e r - i s s u e  b e c a u s e  if  d e p o s i t o r s  f e a r  o v e r ­
i s s ui n g ,  t h e y  c a n  w i t h d r a w  t h e i r  d e p o s i t s  a n d  b r i n g  t h e m  t o  m o r e  p r u d e n t  
b a n k s .  
A d d i t i o n a l l y ,  a n d  m o s t  i m p o r t a n t l y ,  t h e  a d v a n t a g e  o f  c o m p e t i n g  b a n k s  
i s  t h a t  t h e y  a r e  m a n y  a n d  s m a l l .  T h i s  m e a n s  t h a t  i f  o n e  o f  t h e m  f a i l s  b e c a u s e  i t s  
b e h a v i o u r  w a s  i n d e e d  i m p r u d e n t ,  t h e  e ff e c t s  w i l l  b e  l i m i t e d .  T h e  c o n s e q u e n c e s  
o f  t h e  f a i l u r e  o f  a  s m a l l  b a n k  w i l l  b e  s m a l l ,  u n l i k e  t h e  p o t e n t i a l l y  c a t a s t r o p h i c  
c o n s e q u e n c e s  o f  t h e  f a i l u r e  o f  a  b i g  b a n k  ( P a g a n e l l i  2 0 0 6 ) .  
T h e  l a t e  m u l t i p l i c a t i o n  o f  b a n k i n g  c o m p a n i e s  i n  b o t h  p a r t s  o f  t h e  U n i t e d  
Ki n g d o m ,  a n  e v e n t  b y  w h i c h  m a n y  p e o p l e  h a v e  b e e n  m u c h  a l a r m e d ,  
i n s t e a d  o f  d i m i n i s h i n g ,  i n c r e a s e s  t h e  s e c u r i t y  o f  t h e  p u b l i c k .  I t  o b l i g e s  a l l  
o f  t h e m  t o  b e  m o r e  c i r c u m s p e c t  i n  t h e i r  c o n d u c t ,  a n d ,  b y  n o t  e x t e n d i n g  
t h e i r  c u r r e n c y  b e y o n d  i t s  d u e  p r o p o r t i o n  t o  t h e i r  c a s h ,  t o  g u a r d  t h e m ­
s e l v e s  a g a i n s t  t h o s e  m a l i c i o u s  r u n s ,  w h i c h  t h e  r i v a l s h i p  o f  s o  m a n y  c o m ­
p e t i t o r s  i s  a l w a y s  r e a d y  t o  b r i n g  u p o n  t h e m .  I t  r e s t r a i n s  t h e  c i r c u l a t i o n  o f  
e a c h  
p a r t i c u l a r  c o m p a n y  w i t h i n  a  n a r r o w e r  c i r c l e ,  a n d  r e d u c e s  t h e i r  c i r ­
c u l a t i n g  n o t e s  t o  a  s m a l l e r  n u m b e r .  B y  d i v i d i n g  t h e  w h o l e  c i r c u l a t i o n  i n t o  
a  g r e a t e r  n u m b e r  o f  p a r t s ,  t h e  f a i l u r e  o f  a n y  o n e  c o m p a n y ,  a n  a c c i d e n t  
w h i c h ,  i n  t h e  c o u r s e  o f  t h i n g s ,  m u s t  s o m e t i m e s  h a p p e n ,  b e c o m e s  o f  l e s s  
c o n s e q u e n c e  t o  t h e  p u b l i c k .  
( W N  I I . i i . l  0 6 )  
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So a bank should fail, if it behaved imprudently. The bankruptcy of a bank is 
a very powerful lesson to its banker and to other banks. By allowing a bank 
to fail, the market teaches its participants what should be done and 
what should not be done. Once banks understand what they have 'not 
always understood', they will not over-issue. And because every man is driven 
by his desire to better his condition, there is no reason to believe that 
banks will forever 'not attended to [their ] own particular interest' (Skaggs 
1999). Unfortunately, this face of the market does not seem to be allowed to 
show itself today. If we are not learning from our mistakes, can we ever learn 
at all? 
Perhaps even if there is a possibility of learning from our mistakes, David 
Hume ( 1985 [ 1752]: 363) was correct when he claimed: 
So great dupes are the generality of mankind, that, notwithstanding such 
a violent shock to public credit, as a voluntary bankruptcy in ENG­
LAND would occasion, it would not be long ere credit would again 
revive in as flourishing a condition as before. . . . And though men are 
commonly more governed by what they have seen, than by what they 
foresee, with whatever certainty; yet promises, protestations, fair appear­
ances, with the allurement of present interest, have such powerful influ­
ence as few are able to resist. Mankind are, in all ages, caught by 
the same baits: the same tricks, played over and over again, still trepan 
them. 
Lobbying 
Another factor that Smith sees as fundamental for the sustaining of a system 
of natural liberty is a functioning system of justice. This, for Smith, implies 
that the laws that are passed are laws that favour the majority of the people, 
not just a small group. If that is not the case, the system of justice becomes a 
system of monstrous injustice, poisoning the beautiful system of natural lib­
erty. 
We are indeed told in TMS that 'Sometimes the interest of particular orders 
of men who tyrannize the government, warp the positive law of the country 
from what natural justice would prescribe' (TMS V II. iv.36), and in WN that 
To hurt in any degree the interest of any one order of citizens, for no 
other purpose but to promote that of some other, is evidently contrary to 
that justice and equality of treatment which the sovereign owes to all the 
different orders of his subjects. 
(WN IY. viii.30) 
But, unfortunately this is exactly what some great merchants and manu­
facturers do when there are large profit opportunities generated by 
government-granted monopolies. A system of justice, when taken over by 
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lobbies, degenerates. The government grants favours to organized ipterests at 
the expense of the rest of society, causing the most severe injustices: 
The cruellest of our revenue laws, I will venture to affirm, are mild and 
gentle, in comparison of some of those which the clamour of our mer­
chants and manufacturers has extorted from the legislature, for the sup­
port of their own absurd and oppressive monopolies. Like the laws of 
Draco, these laws may be said to be all written in blood. 
(WN IV. viii.l 7) 
Smith indeed accuses big merchants and manufacturers of conspiring against 
the public, explaining that they are 'an order of men whose interest is never 
exactly the same with the public, who generally have an interest to deceive 
and even oppress the public, and who accordingly have, upon many occa­
sions, both deceived and oppressed it' (WN, I.xi.lO). 
The virulent dangers of lobbying are many, such as, but not limited to, 
those in WN, IV.i.lO: IV.ii.38; and IV.iii.c.lO (Stigler 1971; E vensky 2005). An 
additional source of worry for Smith is that lobbies are able to convince 
others that special organized groups are not enemies of society but defenders 
and promoters of the wealth of the country (e.g. WN IV.iii.c.13). 
The cupidity of interest groups springs and grows the more wealth there is 
to grab through the protection of the government. And unfortunately this is 
what seems to be the case today, with the stimulus money. We have an 
undreamt of silln of money available for those who lobby the most. ' 
Solutions? 
Is there hope, then? Or is the Western-style economic system as we know it 
about to become a part of history? Smith, in attempting to address the pro­
blems of his day, appeals to both the self-organizing forces of markets as well 
as to the feeble public spirit of the legislator. But if markets are suffocated by 
regulations, and if hell is indeed paved with good intentions, we are left with 
little hope to hold onto. 
Commerce itself seems to be able to generate some remedies (WN IV. vii. 
c.4 7-54. See also Rosenberg 1990), as does our weak civic spirit (TMS 
IV.l .l l ). The legislator should not fall for the flattery of the lobbyists but 
should preserve the system of natural liberty out of reverence toward its 
beauty. Unfortunately, this seems to be just a dream. 
The glimmers of wealth presented by organized interest groups seem to 
overwhelm political leaders, like everybody else. 
The external graces, the frivolous accomplishments of that impertinent 
and foolish thing called a man of fashion, are commonly more admired 
than the solid and masculine virtues of a warrior, a statesman, a philo­
sopher, or a legislator. All the great and awful virtues, all the virtues 
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which can fit, either for the council, the senate, of the field, are, by the 
insolent and insignificant flatterers, who commonly figure the most in 
such corrupted societies, held in the utmost contempt and derision. 
(TMS I.iii.3.6) 
Even if commerce seems to provide large enough benefits to compensate for 
its downsides, the damages of rent-seeking are going to last. Once privileges 
are granted, they will not be taken away. Indeed Smith is convinced that the 
'formidable' powers merchants and manufacturers have 'intimidate the legis­
lature' (IV.ii.43) so much that 
To expect, indeed, that the freedom of trade should ever be entirely 
restored in Great Britain, is as absurd as to expect that an Oceana or 
Utopia should ever be established in it. Not only the prejudices of the 
publick, but what is much more unconquerable, the private interests of 
many individuals, irresistibly oppose it. 
(WN IV.ii.43) 
The damage great merchants and manufacturers inflict upon society is 
permanent (Tullock 1975). 
That the system of natural liberty so much wished for is not the norm is 
confirmed by the different levels of growth that we observed. Smith tells us 
indeed that an economy that has been in an expansionary state may not be 
expansionary forever. It may become sedentary or even recede. North 
America, in Smith's time, was an example of an expansionary economy, 
China of a sedentary one, and Bengal of a declining one. The reason for 
these differences is, for Smith, based both on accidents of history and, 
especially, on differences in the quality of the government. When the gov­
ernment falls into the hands of interest groups an economy may very well 
decline: 
The difference between the genius of the British constitution which pro­
tects and governs North America, and that of the mercantile company 
which oppresses and domineers in the East Indias, cannot perhaps 
better illustrated than by the different state of those countries. 
(WN I. 
All major forms of civilization eventually perished, either deliberately 
human hands or inadvertently as a side effect of other events. If the 
system and the temporal power of the church have been brought down by 
silent revolution of commerce and the childish vanity of the nobles and 
high clergy, why can't the capitalist system be brought down by the 
attacks of lobbies and the vanity of those who claim to have perfect 
edge of human rationality and to be able to control the economy and 
the 'mistakes' of the market? 
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It may very well be that, as Mehta (2006: 257) claims, 
Establishing the 'system of natural liberty' under which every man is 'left 
perfectly free to pursue his own interest his own way' is thus for Smith a 
task, rather than something that comes naturally (WN IV.ix.51). The 
paradox is that the very motive, self-interest, that allows that system 
to produce the beneficial consequences it does, constantly threatens to 
undermine it. It is the pursuit of their interests that leads merchants to 
demand monopolies and privileges that harm society; yet, those very 
same interests can, under the right institutional conditions, produce ben­
eficial outcomes. The Wealth of Nations is an account of how the interests 
of all might be harmonized, not a claim that they are always, or 
naturally, in harmony. 
Smith describes the beauty of a natural system of liberty, which later 
often been associated, correctly or not, with capitalism. This beautiful 
of natural liberty is robust under certain conditions but fragile under 
conditions, as Smith recognizes. It is robust in the sense that as a system 
emerged spontaneously over centuries, it enjoys the strengths of a system 
is not limited by the design of human reason. On the other hand, it is 
to shocks as a result of human hubris. The belief that we are better 
everybody else, either because of our presumptuous hope of �uccess or 
of our vain parade of wealth, may lead us to disregard some struc­
foundations of the system of natural liberty, undermining it. Combining 
systematic perception biases with perverse incentives that motivate us to 
the precepts of justice and favour ourselves at the expense of others 
society may cause structural cracks to an otherwise solid system. Excess 
· excess lending, excess concentration in the banking industry, 
lobbying, and excess fraudulent activities are all worries that 
Smith had for his time. And the same worries may apply to our time as 
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